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It would present nothing remarkable, as things go nowadays if the 
United Stetes Government were to subsidize, or partly to subsidize the building 
of farm electric lines, in thinner areas, as a form of »mwblic work, undertaken 
for the general good. WPA and PYA bear ¢1l or part of the costs of their projects, 


But REA does not make even partial grants or subsidies. It mekes loans 
for building electric power lines in rural areas, and the loan contract calls for 
the full revayment of the money advanced, and out of the expected revenues of 
operation. This clearly indicates that the building of RGA electric lines, and 
the operation of RHA electric lines is a business entervrise pure end simple, a 
part of the established business of the electric power industry. 


Neither would it be altogether remarkable if the government through RHA 
were to go into the power business, in combetition with established industry, for 
"zardstick purposes", for it is already doing so in the Tennessee Valley and else- 
where, within certain established limits. 


But what is remartzable cbout H&A is that, although a business, it is 

not in competition with eny established industry. Our bdesic act, (and ow cavre- 

full; preserved »olicy) requires us to shied only to serve "persons in rural areas 
not now receiving central station service. Ye take only what the »nover companies 
are not now serving; and the experience of nearly all of the farmers now benefitted 
by the REA lines is that the government financed lines brought then electricity 
only after the power companies had for twenty yeers or nore refused to extend 
service to them, on terms they could meet, at least, if et all. The Government, 
then, is in this rural electric business not in competition with business, Dut 
nevertheless, operates solely es se Dusiness. 


There seems to be an inconsistency here, and bower companies who oppose 
the program, not bdecause they have been hurt bir competition, but for other reasons 
quite understandable, have been quicl:.to point out the inconsistency. We are 
often reminded that if "bungling, incompetent vyolitical minded" government of- 
ficials can male this business pay as a business, then of a certainty the es- 
tablished private industry could. And if it cen, why doesn't it? When hes Amer- 
ican business needed any one to point out or even demonsitrete to it the fields 
in which it.could make money? 


Well, I might even take up» thet .eneral mestion and ive business some 
argument on it. But nolding our Ciscussion strictly to the question of why REA 
should build electric lines, where industry has declined to go, and should still 
expect to get its money back, J have a very simp.Le ond convincing answer. 
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got off on the jong start, and cannot go baci: without efforts and effects so vio- 
lent that it will never make the attemnt by itself. 


The power industry was organized simply for profits without restraint 
by or awareness of the wsublic inbersst. It served, first, the centers of popula- 
tion. It charged for service all the traffic would bear. It found that this paid 
huge profits It therefore recavitelized its sondekies investment on the basis of 
normal earnings of capital, the insiders taking as unearned profits, tne oe 
write-up of capital. Some experts have estimated this stock watering process as 
sonething like 5 or 6 billions of dollars. The point to note is thai the eee 
could get these profits only by reselling the stock to ne general oublic. So 
the widows and orvhans, the educational institutions and the insurance companies 
now own this watered stock, It is important to many innocent investors that the 
earnings on this stock: should be maintained. They can be maintained only by con- 
tinuing to charge the present users of current in the cities more than actual cost 
of service would require. 


But farm people in the thinner territory can be served, if at all, only 
on the basis of minimum cost, Therefore, if rurel America is to be served, one 
of two things must happen. Hither all of America must be served et minimum cost, 
or simply the rural areas. By the first alternative, many investors would be 
ruined by a violent reorganization of the power nee if it could be brought 
about. 


By the second alternative, which we are taking, the established business 
is left to slower processes of evolution and improvement, while the Government 


itself, through REA, establishes a new business on a cost basis purely, to serve 
rural areas. 


So REA lends the capital, the farmers run the business, and gradually 
acquire ownershin of their own lines. 


Meanwhile the farmer at last gets needed service, and the investors in 
city power lines are not hurt. 


As a citizen, of course, with most of my interests in the city, I an 

not indifferent to the need of bringing cheaper »ower to city folks. The power 
industry is in for a clean-up, in course of time, despite the widows and orphans. 
But it snould be approached deliberately, perhaps even gradually. At any rate, it 
probably will be gradual, deliberate, verhaps even slow; and the point about this 
that warrants the existence of the Federal azency is thet it is not fair nor even 
necessary to make the farmers wait until the city folks have reformed the power 
industry. It is possible and right to go at the farmer's problem directly, on 

the basis of a fresh beginning, that is to say, a new business set-up based on 
true costs of construction and operation, and aimed at rigid economy dz new engi- 
neering. You can't ask the existing power companies to give us this new set-up, 
and exhibit one type of engineering, one set of costs, one rate structure, for the 
cities, vased upon getting all the traffic will bear, and a still different, 
rigidly economical tyne of engineering, cost, and rate structure based simply upon 
what the farmer can afford to pay. It isn't in human nature to expect the power 
companies to do it, because they know that it wouldn't be in human nature to ex 
pect the city people to stand for it. The only practicable course is for the Gov- 
ernment to do it, while the power companies mut up at least a show of protest, 
scream subsidy, predict failure, a no secretly adjust themselves to it. 
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\ There is a strong probability, of course, that the building up a new 
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utility industry for farmers may have a reflex benefit for customers the pre- 
sent. industry in the cities aad suburvan sreas. REA may very easily be building 
up new influences which will heve their effects wpoon legislatures regulatory 


'hodies, and, so, upon the present pover industry. But wliather thid is) tie or 


a 


not, it has already proved that it can help the farmer get electricity at costs 
which he can meet. 


From this point of view it was fortunate thet only ten nercent of Ameri- 
a's ferns were electrified in 193" when RBA began. We had a virgin field. ‘We 
could not only make a fresh start, out we hed fewer established conditions to 
correct. We had a chance to build uo a wholly nev psychology. 


The psychology of clectrification so far has been wrong. It eh been 


based upon the idea that electricity, light and power brought over wir is a 
luxury; something new and "modern" added to the comforts of those who could arford 
Lis + has deen develoved as on industry only about forty years. I remember read~ 


ing that Edison himself had to out on a street parade exhibiting on a "float" his 
new incandescent lamp bulbs, to show a scovring an lige! pe New York multitude 
that it wasn't too deadly a thing to hendle. And I remember that the great Gov- 
ernor LaFollette, who always thought first of the public interest, was so badly 
advised with regard to electrification that he gave avay the entire State of Wis+ 
consin, rural as well as urban, in Lee freuchises to a few private Dover 
companies, in order to induce them to make this new Murry available to his 
people. 


Yet now we realize that electric service is not a luxury but a necessity. 
We know also, that, in any realistic seuse, the power companies do not provide 
the people with electricity. For the people already own electricity. Through 
franchises, through benevolent "reguletion" and throug *h control of capital invest- 
ment, the power companies merely guarantee for themselves that the people cannot 
secure the bencfits of electricity without paving tribute. 


Electricity is really provided by nature itself, Iv is a natural product 

those very rural areas which have so long been deprived of its benefit. Those 
Mattie veters! that trickle owt of evory posture and run down ever: hill-side 
create a force that is easily transformed into electricity. A snall but steady 
rill can turn a water wheel; many smell rills overflow citches, accumulating be- 
hina a flood control dam, build up a potential force that can be transformed into 
electricity to turn even these waters back to the land in a helpful way, through 
irrigation, or home »lumbing service. 


Electricity, indeed, is not even new. It has always been there for man 
to use as soon es he Imew how. The radient ether waves, now trained to give us 
radio, have always been reacy to give us music and speccn, through the air,vas 
goon as men had the vision and techniauc to use them. These astonishing new things 
are old, even eternal, only man's discovery of them is new, 


And it is men's choice mevely that he so brings them into use that the 
few will profit from ther, and the many mey even be deorived of them. Thanx your 
sters, then, that the bettie sekers in the electric power industry left the rural 
areas undeveloped until, with Government hel), the formers t themselves could build 
their own industry, dased won the conception that electricity is created on their 
own lands, by nature, and belongs as a necessity to ell the peonle. 


It has veen the care of REA to conform its work to this concept. We are 
setting up a new industry, RUA through its mortgexos on the lines built really 
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owns this new industry at the beginning. But as the loans are paid back, month 
. 5 . 
by month, in electric bills paid by consumers, the Government's share of!ownership 
becomes less and less, while the borvower in equal measure acquires ownership, 
and with it, control of rates and service. 


We might easily have so set up our borrowers that in course of time it 
would have been private individuals who gradually acquired this ovmership and this 
control of rates and service. Indeed, because of legal impediments in certain 
states to any co:mon form of ownershin by farmers, we did in some areas set up 
private borrowers in business. Fortunately, laws have been improved in most states, 
so that, almost universally, these private corvorations have been reorganized as 
cooperatives. 


This question was of snecial significance to Texas. When our first 
loans were under consideration, our Legal Department regretfully concluded that 
the existing cooperative laws were not adequate because the benefits were limited 
to certain agricultural grouvs and activities which they felt did not-cover elec 
trical distribution. The Secretary of State was willin; to incorporate REA co- 
operatives under the existing lew and the Attorney General's office gave a some- 
what equivocal odinion that they could be legall:r incorporated, It was obvious, 
however, that if the legal stotus could de effectively attacked after we had made 
&@ loan to them, the value of our securitz would be greatly impaired. 


Accordingly, as I discovered when I first wag given responsibility. for 
recommending REA loans, we had five million dollars worth of pro jects in Texas 
on the point of being anproved,—~loans which had »een organized as orivate busi- 
ness corporations. Although an attempt hed been made to give them the character 
of non-profit corvorations, there was no way of assuring that those who had legal 
control of them could not and would not onerate them solely for their own bene- 
fit. Upon my representation that we were using money collected by taxation to 
set up in business private individuals who would put up no more than a hundred 
dollars incorsoration expenses, I had no difficulty in persuading the Adninistra- 
tor to hold up these loans, until I coulé look into the possibility of a new co- 
operative law. 


My first visit to Texas for this purpose was not wholly promising, be- 
cause everyone asserted that the private utilities companies had a dominating 
influence in Texas politics. So far ag obtaining a cooperative law was concerned, 
at least, this report proved to be erroneous. With the enthusiastic effort of 
the Texas leaders themselves, such as agricultural officials, end including Mr, 

C. EB. Morrison, an engineer to whom some of th »roposed private loans would have 
been made, we had no real difficulty in setting « new cooperative act permitting 
the setting up of PEA cooperatives, and all of the proposed »rojects vere re- 
organized as cooperatives. To date, we have made wore than twelve million dollars 
worth of loans to the Lone Star State upon the cooperative basis, 


Under the new lav, the people who pay the Government back its loan will, 
in proportion to their oayments, acquire ownership. his means of course the farm 
consumers. But as a broader social matter, it is important not only thet these 
farm consumers. should own the lines, but that they should not be permitted to sell _ 
themselves out to private enternrise, ee 


The cooperative adapted to the vusiness of electrical distribution has 
Ms AN 
certain distinct features which are all consistent with the idea of electricity 
as a universal public necessity: 
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1, 2% gives eounl owmershin to users of the service. 


2, It recuires and vreserves eayel voice in the government of the 
i & 
business of oroviding odequate, economicel, conastent service. 
v i > “J 


3. It divides benefits, anpoortions costs, and makes refunds in pro- 
cortion to patrona,.e. 


4, Most inportaat; it°otms itself, and cannot ye sold out by those 
giving wo service end woving away, to the detrinent of those who 
come after. 

So REA has set no individuels wp in business. All of its new borrowers 

are either cooperatives, or the nore]. equivelents, mich as public utilities dis- 
tricts. 


Of course the farmers tuemselves have not alweys been wise enough t 
demand cooperatives. Ther went "the lights" and are willin;, to vay for then, 
whether to a cooperative or a private company. At least a half of the members 
of our cooperatives have had no exporience witn and no sense of the privilege, 
dignity and security of being cooperators. Tuey come in, ead heve to be taken in 
as members before they leern whet it means. Ve cannot wait till they learn the 
meaning of cooperation, and they cannot merely come in es customers, The nature 
of this electrical utility business is such thet it has to begin full-grown for 
a whole area. You cannot begin with a dozen consumers and pick up new ones here 

there over the county, as a cooperative store can do. You have to start with 
an area large enough to be an economical opsrating unit--usuelly at least one 
bundred miles. You have exclusive use of that area. You have to take everyvnpody 
in who lives in that arsa--you cannot both heve a monopoly and the privilege of 
refusing service to people who don't agree with you. 


So people must f£ 
to become cooperators. This giv 
obligation to educete each other 


first become membors of an RTA cooperative and tnen learn 
es us, in eddition to all of our other duties, the 

r in the meaning of cooperation. This compels us 

to build our cooperatives the hard seragis the top down, but we can ot doage 

the task. It is as mich a part of RGA construction as panei 4 is a part 

of the job of giving electric service to the farmers, on an egual basis, and on 


a besis which will keep our job equitable. 


‘REA builds lines, in short, yecaus @ ony an agency rex cain Fa allsof 
the neople can take full adventage of the opportunity to. ste in the rural 
areas, and establish the princivle thet clectric service, netwure, 
rsa 


should be univer tn use and benefit. 


QUESTICHS AND AUISWERS 
1. Bo REA cooperstives follow Rochdrle principles o: cooperation? 


Answer: REA cooperatives exes founded on Rochdele orincinles but Gxmnidit me or 
three necessary departures. The business success or Rochdale cooperatives in Eng 
land was founded vyon the vrincivle of selling "at the narket". That is os say, 
in @ competitive field they avoided price wars by selling ob the prevailing retail 
prices, knowing thet the difference could be yeturned to the members in dividends. 
This principle had the further odveatege of essurias egainst selling below cost 
beceuse they did not have to distribute dividonds uatil after all imown-costs, 
jacluding overhead, dctsrioration of ,oods anc valucs, and the sottin, aside of 
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necessary reserves, Hachbeen caélculctcd., BEA cooper 


Livyosudoe net sefl "at the 
mariset" if they can possibly roducs their ratos delow it. os are cael no Caer 
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of price wars, because thoy ere in e monovolis: 
a 


hoo-zed up there is no way by which ther crm, teke their, trede ene et under the 1 
jure of cut prices. It is an advantage, however, if possibio to sell below the 
retos of nearby utilities, docruso only by this "rvardstic’: method" can REA coopera- 
tives do anything to benefit those farmors that are already receiving central ; 
station service. Furthermore, «a return of dividends et the end of a year doe 

not greatly bDencfit eae femer who hes had to vay too-mech for his electricity at a 


time when cash was hard to find. Rates that ere higher than are necessary tend 

to discourege the high eins tes which wa are trying by every means to oromote 
Therefore ie it is »ossible to reduce rates, ve will encourage projects to do so. 
Wor do We have to Year selling below cost, because it is not so easy to do this 
in an electrical distribution business as in a reteil. store handling Inany itens 

In the latter business, current costs are uever known in time to set prices in 
accordance with them. In our business, the cost which includes certain reservos 
can be pretty accurately calculated in advance. 


2. Does the RGA finance the purchase of anpliances? 


ansver: The Bloctric Home and Farm Authority has been set up to finance apoliances 
and has been doing so effectively for a long time. RHA has the legal authority 
also to finance appliances, but we do not duylicate the work of another Governnent 
agoncey, particularly one which was on the job ehead of us. We do finance plumb- 
ing installations, wiring loans, sud essist in the setting up of refrigerator co- 


operatives, and we are now giving help on irrigation, because BE & FA does not 
cover these fields. 
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5. Does REA permit its projects to soll apvlicnces on the cooperetive basis? 


Answer: Except in rere cases where there is no other way to get apolionces sold, 
we do not permit our cooperatives to engage in the anolirnce selling business 
upon any basis whatever. In the first plece, this mercentile business is more 
hazardous than the electric dist +4 | 
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ribution business and -e do not fecl that we have 
either the lejal right’or the besiness justification etther to mele hoans to set 
up mercantile dusinesses or to vermit our borrowers to endanger our loans by 
Going so on their own account. It mich j 


tebe is less justi- 
fication from the voint of view of Some mama volicw. We serve clectricity only 
to those areas which have not deen eble to set it, and ere therefore not sudsidigz-— 
ae competition with existing Dusiness But in general, thero is no shortage of 
sting business in the sale of spoliances, To some exbent we even discourage 
our cooperative menvers from setting wo a new cooderative for the sale of applie 
ences——one which would not commingle ite funds with RUA income. We feel that if 
AP reer 
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such a cooperctive has the same directors as 3A, they ney Civide their interest 
to the detrinent of RuA. However, we stoutly defen their Zit, as a Le 

ter apart from Government policy, to set uo their own cooperatives for this or 
any other merchandise effort. 

4. Is REA doing anything to promote lower costs of manufacture of anpliances? 
Answer: This is a very good qusstion, and I en happr to say that we ere collab- 
orating in saab wart! 2088 sible with the Exte aagiob Service and with manufacturers 
in getting lower cost of farm apoliances, such as feed nrc etc. “Ye have 
already mede progress in cutting Cowan the cost of meters and transformers, We 
heave secured er sak reductions in the cost of brooders, house lighting fiztures, 
and plumbing supplies. ‘Je are relvtively ney st this ectivity, buttteis onelthat 


holds out -reat 


5, Is REA getting help from the Zxtension Service, Count; Agents etc? 


Answer: We are ere great help, ond have from the start, from the Extension 
Service in promoting the use of electricity. Furthermore, nowadays, nearly every 
project that comes 6 us has been Aeveloped wi ae the assistance of a County Agent. 
I do not hesitate to sav that ab the beginning this help was not always forthcon— 
ing and that in some instances, we met with opnosition, especially from agricul- 
ural engineers in land-grant colleges. lost of these men had been engeged under 
the auspices of the "Committee on the Relation of Blectricity of Aericulture"-- 
known as the OREA. The funds were usually supplied by private utilities corpore- 
tions, and the salaries of many of the egricultural engineers were paid directly 
by the ower companies. These tien therefore were usually not inclined to engage 
in vromotional activities of which tre power companies disapproved. Therefore, 
they almost never said anything sbout high electric rates end they often actively 
opposed the formation of electric cooperatives. Sometimes this opposition ex- 
tended to influencing the County Agents not to collaborate. In the early days, 
the County Agents sometimes on a state-wide basis seemed to have decided not to 
assist in the formation of BRA cooperatives. I could mention names of persons 
on the Extension staffs of state colleses that are still opposing ROA, oftentimes 
with skillful and underhand propagenda. It is not important to do so, horever, 
because we are “getting so mich benefit fron those who are helping, and so little 
real damage from those who ere not, that it would be a mistaie to imply that the 
Extension Service is not on the whole full: cooperative, and ror the County Agents 
themselves, I heve now only the wermest praise 


6. Are the RBA cooperetives going to pay out? 


Answer: We have not made any loans to cooperstives whose ultimave success we do 
not believe to be assured. In many cases, perhaps most, we Leda ereater risks 


than a private pover compeny would teke on the same facts. “e felt tnat as a 


Government agency, we had to introduce en element or falta De ce en assunp- 
c ce, + 
tion of improvement in the standard of living ead the growth of the country, whicn 


the Government ought not only to believe in, but help bring about. Many of our 
cooperatives are paying out alread. Some of them, we know, can only Day out as 
e, result of either Lover wholesele rates, lower operating costs, or greatly in- 


creased utilization, and we are applying ourselves constantly to secure these 
changes. 


Furthermore, as we nave gone on, we have been able to extend our projects 
to thinner territory as we have found mean jug the cost of construction. 
Many of our Texas projects have been set up in territory that ve could not have 
served at first, when we aimed at ae constructi on cost of PROOO per mile, and are 

easible because they are now costing no more 350C 
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